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Carey: Federal Income Tax: Income from Patent Royalty Contracts Assigned
UNIVERSITY OF FLORIDA LAW REVIEW
FEDERAL INCOME TAX: INCOME FROM PATENT ROYALTY
CONTRACTS ASSIGNED BY HUSBAND TO WIFE
NOT TAXABLE TO HUSBAND
Sunnen v. Commissioner of Internal Revenue, 161 F.2d 171
(C. C. A. 8th 1947)
Taxpayer was the owner of several patents on machinery for repairing
automobiles. He entered into contracts with a company by which he
licensed the company to manufacture and to sell the patented machinery
in consideration of a royalty of 10 per cent. of the gross receipts. Each
party retained the right to cancel the contracts upon the giving of prescribed notice. Taxpayer then assigned absolutely the royalty contracts
to his wife, but the ownership of the patents remained in the taxpayer.
The Commissioner entered a tax deficiency against the taxpayer on the
ground that the payments made under the royalty contract to the wife
were income taxable to the husband. The tax court sustained the deficiency. 1 Taxpayer appealed. HELD, the royalty contracts and not the
patents were the income-producing property. Income from the contracts
was taxable to the assignee and not taxable to the taxpayer. Judgment
reversed.
A patentee may either assign his patent to a manufacturer, 2 or he3
may license a manufacturer to make and to sell the patented article.
Where the patent is assigned, the patentee divests himself of title to the
patent, 4 retaining merely the royalty contract; and an assignment of the
royalty contract to his wife is clearly an assignment of income-producing
property, the income from which is not taxable to the patentee. 5 However, when the patentee merely grants a license to the manufacturer, the
title to the patent remains in the patentee. 6 In this latter situation an
'Joseph Sunnen, 6 T. C. 431 (1946).
'REv. STAT. §4898 (1875), 35 U. S. C. §47 (1922) ; United States v. General Electric
Co., 272 U. S. 476 (1926).
'Waterman v. Mackenzie, 138 U. S. 252 (1891).
'Pope Mfg. Co. v. Gormully & Jeffery Mfg. Co., 144 U. S. 248 (1892); Gayler v.
Wilder, 10 How. 477 (U. S. 1850).
"Blair v. Commissioner, 300 U. S. 5 (1937); Nelson v. Ferguson, 56 F.2d 121
(C. C. A. 3d 1932), cert. denied, 286 U. S. 565 (1932); Julius E. Liienfeld, 35 B. T. A.
391 (1937).
'Pope Mfg. Co. v. Gormully & Jeffery Mfg. Co., 144 U. S. 248 (1892) ; Waterman v.
Mackenzie, 138 U. S. 252 (1891).
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assignment of the royalty contract to the patentee's wife presents a real
question of whether the patentee has assigned the income-producing property, in which case the income is taxable to the wife; 7 or whether by retaining title to the patent he has kept in himself the property which produces the income, in which case he is taxable. 8 There is no question that
the patent itself plays some part in producing the income realized by the
manufacture, use, and sale of the patented articles; if there were no
patent there could be no royalty contracts, which are the generating
source of the income.
To escape tax liability on the income from the royalty contract, the
assignor of the contract must meet the control test:9 that no reasonable
possibility exists that the assignor may cause payments under the contract
to revert to him or to be applied to his use through some act or failure
to act on his part.1o A reversion of payments would be equivalent to a
termination of the assignment and the return of the contract rights to him.
In the present case the taxpayer has assigned absolutely an existing property right, the royalty contracts, and has retained incorporeal personal
property, 1 ' the patents. He also retains two elements of control, (a) the
right to dedicate his patents to the public by formal surrender of his
letters patent to the Patent Office, 12 and (b) the right to sue for infringement by virtue of his title in the patent. 13 In the first instance he may
completely defeat the royalty contract by releasing his patent to the
public, an action which would tend only to deny benefits to the assignee
and to the manufacturer. In the second instance the patentee may recover
damages for an infringement,' 4 but this income does not result from the
assignment. He could also refuse to sue the infringer. In that case, how'Blair v. Commissioner, 300 U. S. 5 (1937).
8
Helvering v. Horst, 311 U. S. 112 (1940).
'Lowery v. Helvering, 70 F.2d 713 (C. C. A. 2d 1943); Nelson v. Ferguson, 56 F.
2d 121 (C. C. A. 3d 1932), cert. denied, 286 U. S. 565 (1932); Hall v. Burnett, 54
F.2d 443 (App. D. C. 1931).
10
Helvering v. Clifford, 309 U. S. 331 (1940); Burnet v. Leininger, 285 U. S. 136
(1932); Washington v. Commissioner, 80 F. 2d 829 (C. C. A. 2nd 1936); Dodson v.
Commissioner, 1 T. C. 416 (1943).
"See United States v. Dubilier Condenser Corp., 289 U. S. 178, 187 (1933); Marsh
v. Nichols, Shepard & Co., 128 U. S. 605, 612 (1888).
"Pennock v. Dialogue, 2 Pet. 1 (U. S. 1829); 1 WALKER, PATENTS §94 (Deller's
ed. 1937).
"SREV. STAT. §4919 (1875), 35 U. S. C. §67; Independent Wireless Teleg. Co. v.
Radio Corp. of America, 269 U. S. 459 (1926), rehearingdenied, 270 U. S. 84 (1926).
"REv. STAT. §4919 (1875), 35 U. S. C. §67; McCreary v. Pennsylvania Canal Co.,
141 U. S. 459 (1891).
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